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Local Government Type: 
   City   Township   Village   Other 

Local Government Name: 
City of St. Clair Shores, Michigan 

 
County 
Macomb  

Audit Date 
June 30, 2005 

 
Opinion Date 
September 26, 2005 
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We have audited the financial statements of this local unit of government and rendered an opinion on financial statements prepared in accordance 
with the Statements of the Governmental Accounting Standards Board (GASB) and the Uniform Reporting Format for Financial Statements for 
Counties and Local Units of Government in Michigan by the Michigan Department of Treasury. 
 
We affirm that: 
1. We have complied with the Bulletin for the Audits of Local Units of Government in Michigan as revised. 
2. We are certified public accountants registered to practice in Michigan. 
 
We further affirm the following.   "Yes" responses have been disclosed in the financial statements, including the notes, or in the report of comments 
and recommendations. 
 
You must check the applicable box for each item below: 

 yes  no 1. Certain component units/funds/agencies of the local unit are excluded from the financial statements. 
 yes  no 2. There are accumulated deficits in one or more of this unit's unreserved fund balances/retained earnings (P.A. 275 of 1980). 
 yes  no 3. There are instances of non-compliance with the Uniform Accounting and Budgeting Act (P.A. 2 of 1968, as amended). 
 yes  no 4. The local unit has violated the conditions of either an order issued under the Municipal Finance Act or its requirements, or an 

order issued under the Emergency Municipal Loan Act. 
 yes  no 5. The local unit holds deposits/investments which do not comply with statutory requirements. (P.A. 20 of 1943, as amended 

[MCL 129.91] or P.A. 55 of 1982, as amended [MCL 38.1132]) 
 yes  no 6. The local unit has been delinquent in distributing tax revenues that were collected for another taxing unit. 
 yes  no 7. The local unit has violated the Constitutional requirement (Article 9, Section 24) to fund current year earned pension benefits 

(normal costs) in the current year.  If the plan is more than 100% funded and the overfunding credits are more than the 
normal cost requirement, no contributions are due (paid during the year). 

 yes  no 8. The local unit uses credit cards and has not adopted an applicable policy as required by P.A. 266 of 1995 (MCL 129.241). 
 yes  no 9. The local unit has not adopted an investment policy as required by P.A. 196 of 1997 (MCL 129.95). 
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September 26, 2005 

 
To the Honorable Mayor, Members of the City Council, 
     and Citizens of the City of St. Clair Shores: 
 

The Comprehensive Annual Financial Report (CAFR) of the City of St. Clair Shores for the year ended 
June 30, 2005 is hereby submitted. The basic financial statements as defined in the table of contents 
were audited by Plante & Moran, PLLC, certified public accountants.  Their unqualified opinion follows 
this letter of transmittal.  Responsibility for both the accuracy of the data and the completeness and 
fairness of the presentation, including all disclosures, rests with City management. To the best of our 
knowledge and belief, the enclosed data are accurate in all material respects and are reported in a 
manner that presents fairly the financial position and results of operations of the governmental activities, 
business-type activities, the various funds, and component units of the City of St. Clair Shores. All 
disclosures necessary to enable the reader to gain an understanding of the City of St. Clair Shores 
activities have been included.  The Comprehensive Annual Financial Report is presented in four 
sections: Introductory, Financial, Statistical and Continuing Disclosure. The introductory section, which 
is unaudited, includes this letter of transmittal, an organizational chart and a list of the City of St. Clair 
Shores' principal appointed officials. The financial section includes: the management’s discussion and 
analysis; the basic financial statements, which are comprised of the entity-wide financial statements, fund 
financial statements and schedules, as well as the independent auditor's report on these financial 
statements and schedules; and the required and other supplemental information on the budgetary 
comparison schedules, pension plans, and combining financial statements for non-major funds. The 
statistical section, also unaudited, includes selected financial and demographic information, generally 
presented on a multi-year basis.  Finally, the unaudited continuing disclosure section contains 
information required by the Securities and Exchange Commission Rule 15c2-12 requiring that issuers of 
municipal securities undertake in a written contract for the benefit of the holders of such securities to 
provide certain annual financial information to various information repositories. 

Accounting principles generally accepted in the United States of America require that management 
provide a narrative introduction, overview, and analysis to accompany the basic financial statements in 
the form of a management’s discussion and analysis (MD&A). This letter of transmittal is designed to 
complement the MD&A and should be read in conjunction with it. The City of St. Clair Shores’ MD&A 
can be found immediately following the report of the independent auditor. 
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Required Supplemental Information 
Budgetary Comparison Schedule - General Fund (Continued) 

Year Ended June 30, 2005 

Original

Budget

Final

Budget Actual

Variance with

Final Budget

Expenditures (Continued)
Public safety:

Police 10,381,480$      10,454,615$      10,252,881$      201,734$           

Fire 5,460,855          5,506,996          5,307,577          199,419             

Total public safety 15,842,335        15,961,611        15,560,458        401,153             

Public works:
Public works administration 230,141             209,944             190,358             19,586               

Sanitation 2,974,745          2,993,456          2,919,280          74,176               

Total public works 3,204,886          3,203,400          3,109,638          93,762               

Community and economic development 2,475,287          2,054,545          2,159,465          (104,920)            

Recreational and cultural:
Parks and recreation administration 627,243             615,991             592,393             23,598               
Recreation 258,725             258,725             249,647             9,078                 
Parks 958,329             987,337             891,716             95,621               
Arena 816,007             801,082             750,498             50,584               
Senior center 452,550             455,920             403,568             52,352               

Library and information services 1,935,318          1,843,956          1,805,938          38,018               

Total recreational and cultural 5,048,172          4,963,011          4,693,760          269,251             

Interest and fiscal changes -                         -                         2,556                 (2,556)                

Transfers out 1,097,302          1,271,554          1,501,165          (229,611)            

Total expenditures 39,539,791        39,650,890        37,034,893        2,615,997          

Excess of Revenues Over (Under) Expenditures (2,129,248)         (2,414,813)         794,495             3,209,308          

Fund Balance - Beginning of year 11,551,616        11,551,616        11,551,616        -                         

Fund Balance - End of year 9,422,368$      9,136,803$      12,346,111$    3,209,308$      
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Original

Budget

Final

Budget Actual

Variance with

Final Budget

Revenues
Property taxes -   $                        -   $                        -   $                        -   $                        
State-shared revenue, state grants, and

entitlements 2,580,018              2,580,018              2,558,156              (21,862)                  
Right-of-way fees -                             -                             -                             -                             
Investment income 10,000                   10,000                   16,196                   6,196                     
Other income 17,400                   17,400                   25,574                   8,174                     

Transfers in 472,894                 472,670                 482,944                 10,274                   

Total revenues 3,080,312              3,080,088              3,082,870              2,782                     

Expenditures
General government 266,591                 266,575                 262,170                 4,405                     
Public works 2,340,403              3,007,528              2,043,427              964,101                 

Transfers out 1,234,428              1,281,428              1,432,110              (150,682)                

Total expenditures 3,841,422              4,555,531              3,737,707              817,824                 

Excess of Revenues Over (Under) Expenditures (761,110)                (1,475,443)             (654,837)                820,606                 

Fund Balances - Beginning of year 1,498,936              1,498,936              1,498,936              -                             

Fund Balances - End of year 737,826$             23,493$               844,099$             820,606$             

Major Streets
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Required Supplemental Information 
Budgetary Comparison Schedule 

Major Special Revenue Funds 
Year Ended June 30, 2005 

Original

Budget

Final

Budget Actual

Variance with

Final Budget

1,625,106$         1,625,106$         1,624,613$       (493)$                      

1,007,076           1,007,076           1,000,326         (6,750)                     
206,000              206,000              173,858            (32,142)                   

10,000                10,000                12,002              2,002                      
48,600                48,600                87,481              38,881                    

1,114,753           1,305,767           1,315,717         9,950                      

4,011,535           4,202,549           4,213,997         11,448                    

622,046              622,008              616,917            5,091                      

3,389,249           4,339,607           4,069,931         269,676                  
-                          -                          -                        -                              

4,011,295           4,961,615           4,686,848         274,767                  

240                     (759,066)             (472,851)           286,215                  

762,057              762,057              762,057            -                              

762,297$          2,991$              289,206$        286,215$             

Local Streets
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Federal Awards 

Supplemental Information 

June 30, 2005 
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Independent Auditor’s Report 

To the Honorable Mayor and City Council 
City of St. Clair Shores, Michigan 
 

We have audited the basic financial statements of the City of St. Clair Shores, Michigan for the 
year ended June 30, 2005 and have issued our report thereon dated September 26, 2005.  
Those basic financial statements are the responsibility of the management of the City of St. Clair 
Shores, Michigan.  Our responsibility was to express an opinion on those basic financial 
statements based on our audit. 

We conducted our audit in accordance with auditing standards generally accepted in the United 
States of America and the standards applicable to financial audits contained in Government 
Auditing Standards, issued by the Comptroller General of the United States.  Those standards 
require that we plan and perform the audit to obtain reasonable assurance about whether the 
basic financial statements are free of material misstatement.  An audit includes examining, on a 
test basis, evidence supporting the amounts and disclosures in the basic financial statements.  An 
audit also includes assessing the accounting principles used and significant estimates made by 
management, as well as evaluating the overall financial statement presentation.  We believe that 
our audit provides a reasonable basis for our opinion. 

Our audit was made for the purpose of forming an opinion on the basic financial statements of 
the City of St. Clair Shores, Michigan taken as a whole.  The accompanying schedule of 
expenditures of federal awards and reconciliation of basic financial statements federal revenue 
with schedule of expenditures of federal awards are presented for the purpose of additional 
analysis and are not a required part of the basic financial statements.  The information in these 
schedules has been subjected to the auditing procedures applied in the audit of the basic financial 
statements and, in our opinion, is fairly stated in all material respects in relation to the basic 
financial statements taken as a whole. 

        
September 26, 2005 
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Report on Internal Control Over Financial Reporting and on 
Compliance and Other Matters Based on an Audit of Financial Statements 

Performed in Accordance with Government Auditing Standards 

To the Honorable Mayor and City Council 
City of St. Clair Shores, Michigan 
 

We have audited the financial statements of the City of St. Clair Shores, Michigan as of and for 
the year ended June 30, 2005 and have issued our report thereon dated September 26, 2005.  
We conducted our audit in accordance with auditing standards generally accepted in the United 
States of America and the standards applicable to financial audits contained in Government 
Auditing Standards, issued by the Comptroller General of the United States. 

Internal Control Over Financial Reporting 

In planning and performing our audit, we considered the City of St. Clair Shores, Michigan’s 
internal control over financial reporting in order to determine our auditing procedures for the 
purpose of expressing our opinion on the financial statements and not to provide an opinion on 
the internal control over financial reporting.  Our consideration of the internal control over 
financial reporting would not necessarily disclose all matters in the internal control over financial 
reporting that might be material weaknesses.  A material weakness is a reportable condition in 
which the design or operation of one or more of the internal control components does not 
reduce to a relatively low level the risk that misstatements caused by error or fraud in amounts 
that would be material in relation to the financial statements being audited may occur and not be 
detected within a timely period by employees in the normal course of performing their assigned 
functions.  We noted no matters involving the internal control over financial reporting and its 
operation that we consider to be material weaknesses.   

Compliance and Other Matters 

As part of obtaining reasonable assurance about whether the City of St. Clair Shores, Michigan’s 
financial statements are free of material misstatement, we performed tests of its compliance 
with certain provisions of laws, regulations, contracts, and grant agreements, noncompliance 
with which could have a direct and material effect on the determination of financial statement 
amounts.  However, providing an opinion on compliance with those provisions was not an 
objective of our audit and, accordingly, we do not express such an opinion.  The results of our 
tests disclosed no instances of noncompliance or other matters that are required to be reported 
under Government Auditing Standards.   
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To the Honorable Mayor and City Council 
City of St. Clair Shores, Michigan 
 
 
This report is intended solely for the information and use of the city council, management, 
federal awarding agencies, and pass-through entities and is not intended to be and should not be 
used by anyone other than these specified parties. 

        
September 26, 2005 
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Report on Compliance with Requirements Applicable to 
Each Major Program and on Internal Control 

Over Compliance in Accordance with OMB Circular A-133 

To the Honorable Mayor and City Council 
City of St. Clair Shores, Michigan 

Compliance 
 
We have audited the compliance of the City of St. Clair Shores, Michigan with the types of 
compliance requirements described in the U.S. Office of Management and Budget (OMB) 
Circular A-133 Compliance Supplement that are applicable to each of its major federal programs 
for the year ended June 30, 2005. The major federal programs of the City of St. Clair Shores, 
Michigan are identified in the summary of auditor’s results section of the accompanying schedule 
of findings and questioned costs.  Compliance with the requirements of laws, regulations, 
contracts, and grants applicable to each of its major federal programs is the responsibility of the 
City of St. Clair Shores, Michigan’s management.  Our responsibility is to express an opinion on 
the City of St. Clair Shores, Michigan’s compliance based on our audit. 

We conducted our audit of compliance in accordance with auditing standards generally accepted 
in the United States of America; the standards applicable to financial audits contained in 
Government Auditing Standards, issued by the Comptroller General of the United States; and 
OMB Circular A-133, Audits of States, Local Governments, and Non-Profit Organizations.  Those 
standards and OMB Circular A-133 require that we plan and perform the audit to obtain 
reasonable assurance about whether noncompliance with the types of compliance requirements 
referred to above that could have a direct and material effect on a major federal program 
occurred.  An audit includes examining, on a test basis, evidence about the City of St. Clair 
Shores, Michigan’s compliance with those requirements and performing such other procedures 
as we considered necessary in the circumstances.  We believe that our audit provides a 
reasonable basis for our opinion.  Our audit does not provide a legal determination on the City 
of St. Clair Shores, Michigan’s compliance with those requirements. 

In our opinion, the City of St. Clair Shores, Michigan complied, in all material respects, with the 
requirements referred to above that are applicable to each of its major federal programs for the 
year ended June 30, 2005.  However, the results of our auditing procedures disclosed an 
instance of noncompliance with those requirements that is required to be reported in 
accordance with OMB Circular A-133 and which is described in the accompanying schedule of 
findings and questioned costs as item 2005-1.    



To the Honorable Mayor and City Council 
City of St. Clair Shores, Michigan 
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Internal Control Over Compliance 

The management of the City of St. Clair Shores, Michigan is responsible for establishing and 
maintaining effective internal control over compliance with requirements of laws, regulations, 
contracts, and grants applicable to federal programs.  In planning and performing our audit, we 
considered the City of St. Clair Shores, Michigan’s internal control over compliance with 
requirements that could have a direct and material effect on a major federal program in order to 
determine our auditing procedures for the purpose of expressing our opinion on compliance and 
to test and report on internal control over compliance in accordance with OMB Circular A-133. 

Our consideration of the internal control over compliance would not necessarily disclose all 
matters in the internal control that might be material weaknesses.  A material weakness is a 
condition in which the design or operation of one or more of the internal control components 
does not reduce to a relatively low level the risk that noncompliance with applicable 
requirements of laws, regulations, contracts, and grants that would be material in relation to a 
major federal program being audited may occur and not be detected within a timely period by 
employees in the normal course of performing their assigned functions.  We noted no matters 
involving the internal control over compliance and its operation that we consider to be material 
weaknesses.  

This report is intended solely for the information and use of the city council, management, 
federal awarding agencies, and pass-through entities and is not intended to be and should not be 
used by anyone other than these specified parties. 

        
September 26, 2005 
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Schedule of Expenditures of Federal Awards 
Year Ended June 30, 2005 

Federal Agency/Pass-through Agency/Program Title
CFDA

 Number

Pass-through Entity 
Project/Grant 

Number
Award

Amount
Federal 

Expenditures

U.S. Department of Housing and Urban Development - 
Direct programs - Community Development
Block Grant: 14.218 N/A

Program year 2002-B02-MC-26-0013 1,139,000$   13,331$          
Program year 2003-B03-MC-26-0013 1,122,000     491,852          
Program year 2004-B04-MC-26-0013 1,116,000     404,398          

Total Community Development Block Grant 909,581          

U.S. Department of Transportation - Passed through
State of Michigan Department of Transportation -
Federal Highway Administration 20.205 BHI0250-027 30,703          30,703            

BHI0050-139 6,726            6,726              
IMD0150-034 26,891          26,891            
NH0250-025 6,100            6,100              
STP0450025 967,288        967,288          
STP0250030 239,070        239,070          
STP0450035 1,219,972     1,219,972       
STP0450026 56,323          56,323            

Total U.S. Department of Transportation 2,553,073       

Department of Homeland Security - Passed through the 
Michigan Department of State Police:

Homeland Security Training Grant 97.004 N/A 39,137          38,714            
Homeland Security Grant 97.004 N/A 153,063        83,434            
State Homeland Security Grant 97.004 N/A 48,901          48,901            

Total Department of Homeland Security 171,049          

U.S. Department of Justice - Direct Programs:
Local Law Enforcement Block Grant 16.592 N/A 11,801          11,801            
Bullet Proof Vest Partnership Program 16.607 N/A 8,065            1,205              

Total U.S. Department of Justice 13,006            

Total federal awards 3,646,709$   

B
ack 
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Reconciliation of Basic Financial Statements 
Federal Revenue with Schedule of Expenditures 

of Federal Awards 
Year Ended June 30, 2005 

Revenue from federal sources - As reported on financial statements
(includes all funds) 1,078,381$    

Federal revenue reported as state and other revenue 13,006           

Michigan Department of Transportation administered grant revenue not
reported in basic financial statements 2,553,073      

Deferred revenue not reported for the year ended June 30, 2005 2,249             

Federal expenditures per the schedule of expenditures of federal awards 3,646,709$  
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Year Ended June 30, 2005  
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Note 1 - Significant Accounting Policies  

The accompanying schedule of expenditures of federal awards includes the federal 
grant activity of the City of St. Clair Shores, Michigan and is presented on the same 
basis of accounting as the basic financial statements.  The information in this 
schedule is presented in accordance with the requirements of OMB Circular A-133, 
Audits of States, Local Governments, and Non-Profit Organizations.  Therefore, some 
amounts presented in this schedule may differ from amounts presented in, or used in 
the preparation of, the basic financial statements. 

Note 2 - Subrecipient Awards 

Of the federal expenditures presented in the schedule, federal awards were 
provided to subrecipients as follows: 

Federal Program
CFDA

Number

Amount 
Provided to 

Subrecipients

Community Development Block Grant 14.218 18,667$        
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Section I - Summary of Auditor’s Results 

Financial Statements 
 
Type of auditor’s report issued: Unqualified 

Internal control over financial reporting: 

• Material weakness(es) identified?           Yes     X   No 

• Reportable condition(s) identified that are  
not considered to be material weaknesses?            Yes     X    None reported 

Noncompliance material to financial  
statements noted?           Yes     X    No 

Federal Awards 
 
Internal control over major programs: 

• Material weakness(es) identified?           Yes     X    No 

• Reportable condition(s) identified that are  
not considered to be material weaknesses?            Yes     X    None reported 

Type of auditor’s report issued on compliance for major programs:  Unqualified 

Any audit findings disclosed that are required 
to be reported in accordance with  
Section 510(a) of Circular A-133?     X    Yes          No 

Identification of major programs: 

CFDA  Number(s) Name of Federal Program or Cluster

14.218 Community Development Block Grant
20.205 Federal Highway Administration

 

Dollar threshold used to distinguish between type A and type B programs:  $300,000 

Auditee qualified as low-risk auditee?          Yes     X    No 
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Section II - Financial Statement Audit Findings 

None 

Section III - Federal Program Audit Findings (19) Back 

Reference 
Number  Findings 

2005-1  
 
Program Name - Community Development Block Grant - 14.218 

  

 
Finding Type - Material noncompliance condition 
 

  

Criteria - In order to comply with CDBG regulations, the City should verify  
that its subrecipients completed the required audits.   
 

  

Condition - The City failed to inquire about and obtain required audit 
reports from subrecipients.   
 

  
Questioned Costs - None 
 

  

Context - The City failed to obtain, for all subrecipients, A-133 reports or 
acknowledgement that A-133 audit requirements do not apply.   
 

  

Cause/Effect - The City passed funding through to subrecipients without 
ensuring that the subrecipient received the required A-133 audit, if 
applicable. 
 

  

Recommendation - We recommend that the City contact all subrecipients 
on an annual basis in order to verify whether an A-133 audit is required.  If a 
subrecipient requires an A-133 audit, the City should obtain and review the 
A-133 audit report.   
 

  

Grantee Response - The City will contact subrecipients on an annual basis 
and obtain and review all necessary audit reports or verification that an 
A-133 audit is not required. 

 
 
 
 
 
 



 

 

 
  September 26, 2005 
 
 
 
The Honorable Mayor and Members 
   of the City Council 
City of St. Clair Shores 
27600 Jefferson Avenue 
St. Clair Shores, MI 48081 
 
Dear Mayor and Council Members: 
 

We have recently completed our audit of the financial statements of the City of St. Clair Shores for the 
year ended June 30, 2005.  In addition to our audit report, we offer the following comments and 
recommendations for your consideration: 

OVERVIEW OF THE CITY’S FINANCIAL CONDITION 

During the year ended June 30, 2005, General Fund revenues exceeded expenditures by 
approximately $794,000 taking into account transfers to other funds.  Fund balance at June 30, 2005 
amounted to approximately $12,346,000.  Of this amount, $5,409,000 is reserved for Post-employment 
Benefits, Sanitation and Street Improvement, $4,544,000 is designated for current year carry-over 
expenditures and budget shortfalls and $2,393,000 is undesignated.  The undesignated portion 
represents approximately six percent of budgeted 2005-2006 expenditures, which is within the range 
typically expected by rating agencies. 

During the 2004-2005 fiscal year, the City experienced only modest growth in property tax revenue and 
a reduction in State revenue sharing sources (as discussed below), however, most City departments 
were near or below budgeted expenditures.  As a result, in comparison with the 2004-2005 budget, 
fund balance at June 30, 2005, is higher than anticipated.  We compliment the City Council and 
administration for their success in planning and monitoring the budget. 

The City continues to be faced with budgetary challenges.  Many challenges, including further 
reductions in state shared revenue, are a direct result of the difficult economic period that has been 
experienced in the State of Michigan.  Other challenges, such as limited ability to experience growth in 
property tax revenue, future capital equipment and infrastructure needs, and currently unfunded post-
employment benefit obligations, are characteristics of the City and its physical framework.  Use of the 
five-year financial forecasting model and a long-term capital plan has allowed the City to better predict 
the effects of revenue changes and what impact those changes have on the City’s ability to provide 
services to citizens.  It is important that the City maintains an adequate level of working capital and fund 
balance to meet financial challenges without affecting the level of services provided to citizens or the 
City’s ability to fund future obligations. 

 



The Honorable Mayor and Members -2- September 26, 2005 
of the City Council 
City of St. Clair Shores   
 
 

 

STATE SHARED REVENUE 

The budget for the State of Michigan’s 2005-2006 fiscal year provides for both constitutional and 
statutory revenue sharing at approximately $1.1 billion, which equals the fiscal year 2004-2005 funding 
level.  As such, no further reductions to revenue sharing below the current funding level have been 
proposed.  

While it is good news that revenue sharing will be maintained at current levels, continued caution 
should be exercised when preparing and monitoring the City’s budget.  It is important to note that sales 
tax revenue would support an increase to total state shared revenue payments for fiscal years 2004-
2005 and 2005-2006 of over $500 million based on the formulas provided for in law and actual sales 
tax collections. This fact highlights the structural deficits in the State’s General Fund, and as long as 
this condition exists, revenue sharing remains at risk and a return to past funding levels is not likely in 
the foreseeable future. 

As you are aware, state shared revenue accounts for approximately 16 percent of the City's total 
General Fund budget and is comprised of a constitutional and statutory portion.  The table below details 
state shared revenue for the City over the past five years and projected funding levels for 2006, 
including the total decrease in state shared revenue experienced by the City since the 1999-2000 fiscal 
year: 

 

Fiscal Year Statutory Constitutional Total Decrease from 2000 

2000 $2,721,414 $4,616,783 $7,338,197 $                - 

2001   3,057,868   4,094,438   7,152,306      185,891 

2002   2,710,280   4,136,144   6,846,424      491,773 

2003   2,380,915   4,206,169   6,587,084      751,113 

2004   1,759,680   4,160,480   5,920,160   1,418,037 

2005   1,595,862   4,259,768   5,855,630   1,482,567 

2006   1,444,236   4,411,394   5,855,630   1,482,567 

 

If the State were to consider additional cuts to revenue sharing, the City is potentially at risk for the 
amount of statutory revenue sharing (the constitutional portion cannot be modified without a change to 
the State’s constitution).  We will continue to update the City as developments occur with revenue 
sharing and the State’s budget.  In addition, updated information can be obtained from the State’s 
website or by calling the Office of Revenue and Tax Analysis at 517.373.2697. 
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TRANSPORTATION FUNDING 

The State of Michigan has indicated that it anticipates transportation related tax receipts to be 
approximately 3 to 4 percent lower than expected for the State’s 2004-2005 fiscal year ending 
September 30, 2005.  The lower tax receipts will likely result in reduced Act 51 revenue sharing 
payments for the City’s Major and Local Streets Funds.  Because of the difference in the City’s and the 
State’s fiscal years, the reduced Act 51 payments may also have an impact on the City’s 2005-2006 
fiscal year.  We will keep the City informed as updated information is received from the Michigan 
Department of Treasury. 

TAX REFORM  

One of the centerpieces of the Governor’s 2005-2006 proposed budget was significant reform of the 
Michigan Single Business Tax.  The Governor’s business tax reform proposal appeared to spare local 
governments from any negative impact of the changes and actually contained a provision to address a 
loophole in property tax assessments related to commercial property (the WPW Case).  As of this date, 
there is no consensus in Lansing on the Governor’s tax proposal and alternative proposals are being 
discussed in the Legislature.  Therefore, the impact on local government from these potential changes 
cannot be determined.  A key component to most of the tax restructuring proposals is a significant 
credit on personal property taxes paid by certain businesses.  Many questions have arisen from these 
proposals such as who determines the property that qualifies for credit, how will local governments be 
reimbursed by the State for the lost tax revenue as is the stated intention, etc.  Debate on these tax 
restructuring proposals will continue over the next several months.  

The loophole involving the inconsistent treatment of the assessment of commercial property is 
commonly referred to as the “WPW Case” involving the City of Troy.   The inconsistent treatment 
occurs when the taxable value of a commercial property is reduced based on a loss in occupancy and a 
corresponding increase will not occur when occupancy increases resulting in a permanent taxable cap 
on property (subject to annual inflationary increases).  This method of assessing commercial property 
(known as the “occupancy method”) has been used by assessors to give commercial property owners a 
break when occupancy of their property has decreased and then to restore the taxable value of the 
property consistent with previous levels when occupancy increases.  There are two bills that have 
passed in the House (House Bills 5096 and 5097) that address this matter. 

TAXING MUNICIPAL RECREATION OPERATIONS 

During the State’s fiscal year 2005-2006 budget discussions, a proposal was introduced to put certain 
municipal operations that are in competition with the private sector on an equal playing field by 
requiring them to pay certain state taxes paid by the private sector. The main target appears to be 
municipal golf course operations but other recreation operations, such as ice arenas, could become 
part of the scope.  There have been hearings on the subject and it is not clear which direction this issue 
will take in the fall.  We will update the City as this issue progresses in the coming months. 

PERSONAL PROPERTY TAX  

As you are aware, the State Tax Commission has revised the personal property tax tables for the 
transmission and distributions property for utility companies.  If utilized, the modified tables would have 
caused significant reductions to the assessed taxable value of these properties.   The changes were 
effective in 2000, however, the City, like many other communities, has elected to continue to assess 
these properties using the previous tables.  This issue was the subject of a lawsuit brought by several 



The Honorable Mayor and Members -4- September 26, 2005 
of the City Council 
City of St. Clair Shores   
 
 

 

units of government against the State Tax Commission challenging the constitutionality of the new 
utility personal property tax tables.  The use of the new tables was upheld in the lawsuit and in a 
subsequent appeal by the local units of government.  In addition, a related issue has arisen regarding 
the potential underreporting of self-constructed assets by certain utility companies.  It is not certain at 
this time how the State Tax Commission will address this underreporting issue. 

For the 2000 through 2004 tax years, the utility companies paid personal property taxes based on the 
new tables rather than the City assessed amount based on the old tables.  The difference between the 
amount assessed and the amount paid totals approximately $417,000 and the property tax revenue has 
been deferred pending a final outcome. 

Furthermore, the utility companies have filed claims relating to personal property taxes paid in years 
before 2000.  The utility companies are attempting to retroactively apply the new tables to the 1997 
through 1999 tax years and obtain refunds from local taxing authorities.  The estimated personal 
property taxes that are subject to the claims are approximately $173,000 and an accrual of this amount 
has been recognized by the City.  The resolution of the refund claims will likewise be dependent on the 
outcome of the lawsuit appeals.  We will continue to keep the City updated as developments occur. 

FUNDING OF POST-EMPLOYMENT BENEFIT OBLIGATIONS  

As you are aware, the City provides post-employment benefits to retirees that are funded currently from 
the General Fund and the Police and Fire Pension millage.  For the year ended June 30, 2005, the cost 
of these benefits amounted to approximately $3,409,000 representing an increase of approximately 11 
percent over the 2004 amount.  The City has experienced post-employment health care cost increases 
of 10 to 20 percent over the past several years and this annual cost is expected to grow as the average 
age of the City’s workforce and the number of former employees eligible for post-employment benefits 
increases. 

The City has established the Police and Fire Retiree Health Care Fund to begin to set aside resources 
to fund these obligations.  This fund was established in accordance with The Public Employee Health 
Act of 1999 (P.A. 149 of 1999) which allows communities to invest assets set aside for post-
employment benefit obligations in the same investment vehicles as pension funds (e.g. stocks, bonds, 
etc.).  These investments provide a better means of achieving rates of return necessary to fund these 
long-term liabilities.  As a reminder, for funds established in accordance with P.A. 149 of 1999, 
withdrawals from the fund are restricted solely for the payment of health care benefits and 
administrative expenses and an actuarial study is required every five years if the fund is not established 
on an actuarial basis. 

It is our understanding that the City will soon begin to evaluate the post-employment benefit obligations 
on an actuarial basis, similar to pension obligations.  Current accounting pronouncements do not 
require accounting for post-employment on an actuarial basis.  The Governmental Accounting 
Standards Board, however, has recently issued a pronouncement (Statement No. 45) that includes 
provisions for measuring post-employment benefit liabilities and expenses on an actuarial basis.  While 
this new standard will not need to be implemented by the City until the 2009 fiscal year, actuarial 
funding generally provides the best mechanism for funding obligations over long time periods and 
multiple budget cycles and we recommend that the City consider the benefits of this funding 
mechanism prior to implementing GASB statement No. 45. 
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In addition, it is our understanding that the City expects to apply for the federal subsidy available under 
the Medicare Prescription Drug, Improvement and Modernization Act of 2003.  The subsidy is offered to 
those employers who provide prescription drug benefits to retirees that are equivalent to those offered 
under Part D of the Medicare Act. 

CREDIT CARD POLICY 

Credit cards are used by the City as a matter of convenience to make small purchases that otherwise 
would be made from a petty cash fund.  The use of credit cards can have a positive effect on internal 
control because it limits the number of transactions that would otherwise be handled in cash.  However, 
because of the relative ease for which credit cards could be used for unauthorized purposes, State law 
(P.A. 266 of 1995) requires that a policy be adopted by the City Council that governs the use of credit 
cards by City employees.  The policy is required to include provisions for (1) employees responsible for 
monitoring credit card use and compliance with the City’s policies; (2) minimum documentation 
guidelines for purchases made with credit cards; and (3) the establishment of internal controls to 
monitor the use of credit cards.  While the City has not adopted a policy governing the use of credit 
cards prior to year-end, it is our understanding that a policy will be adopted in the immediate future.  We 
recommend that such a policy be adopted in order to comply with State law.   

 
UTILITY OPERATIONS 
 
During our audit of the Utility Fund’s operations, it was noted that the fund experienced a “water loss” of 
approximately 28 percent during the year.  A water loss is calculated by comparing the difference 
between the amount of water that is purchased from the City of Detroit and the amount that is sold to 
customers.  Water losses can be the result of many factors, including leaks in the system, faulty 
meters, water main breaks, and other issues.  Historically, water losses have averaged between 10 to 
15 percent annually.  It is our understanding that the City has engaged a firm to study the water loss 
situation to determine the potential causes. 

We would like to thank the Mayor and City Council for the opportunity to serve as auditors for the City.  
We would also like to express our appreciation for the courtesy and cooperation extended   to us by the 
administration during the audit.  If you would like to discuss any of these matters, or would like 
assistance in their implementation, please contact us. 

Very truly yours, 
 
PLANTE & MORAN, PLLC 

 
 David V. Grubb 
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